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Upper section of the Nose Dive Trail, Mt. Mansfield, Vt. Site of National Championships, March 22 and 23. (Courtesy of Vermont Development Commission.) 


Forestry in an Urban State 


What do the people of Connecticut want from their 
woodlands? They may have landscape decoration, 
watershed protection, wildlife cover, a recreation area, 
commercial timber production, or all combined. This 
article is based on a recent study of some of the basic 
economic aspects of commercial forestry in Connecticut 
to which this bank gave assistance in the form of a 
research grant in 1949.) 

Connecticut appeared to offer a particularly favorable 
opportunity for such a study. Commercial forestry gen- 
erally contends with more indifference in areas less 
dependent on wood-using industries. Connecticut peo- 
ple are not mainly rural- or forest-minded, and only an 
insignificant number of woodland owners are making 
use of the ever-expanding knowledge of productive 
forestry in the management of their properties. 

Connecticut enjoys a number of economic advan- 
tages. One is that some residents of the New York 
metropolitan area see it as a place where pleasing rural 
aspects are within convenient reach. The spaces in 
Connecticut are, to be sure, wider and more open than 
in the immediate surroundings of Manhattan Island. 
Connecticut is, nevertheless, not primarily a rural state. 

By the definition used in the 1950 census, 78 per cent 
of Connecticut’s population is urban. What this state 
can do with forestry should be of interest to Massachu- 
setts and Rhode Island, where the urban population is 
an even higher proportion of the total. Connecticut’s 
dependence upon manufacturing as a source of income 
is greater than for any other New England state. It is 
greater, in fact, than in any other state in the nation 
excepting Michigan. Manufacturing payrolls accounted 
for 36 per cent of the income payments in Connecticut 
in 1950.2 Agricultural income, moreover, amounted to 
only 1.7 per cent of Connecticut’s total income pay- 
ments to individuals that year. Connecticut’s popula- 
tion increase of 17.5 per cent between 1940 and 1950 

1 Eugene V. Zumwalt, Taxation and Other Factors Affecting Private Forestry in 
Connecticut, 1951. A dissertation presented for the degree of Doctor of Phi- 
losophy in Yale University. To be published in the bulletin series of the Yale 
School of Forestry. 


2 Office of Business Economics, U. S. Department of Commerce. 
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was greater than that of any other New England state 
and also that of the entire country. 

How large are Connecticut’s wide-open spaces? Con- 
necticut had 1.9 million acres of forest land in 1945 and 
about 900,000 acres of agricultural land out of a total 
land area of 3.1 million acres. Other ‘‘developed”’ land 
totaled less than a quarter million acres. Forests, of one 
sort or another, cover more than 60 per cent of the 
state’s land area. In 1860 forests occupied only 29 per 
cent, but have now reclaimed about a million acres. 

Do these forest lands, of which 92 per cent are in the 
hands of more than 35,000 private owners, offer oppor- 
tunities for commercial use to which the people of 
Connecticut should give attention? Is their potential 
contribution to the state’s general economy of sufficient 
importance to justify efforts to improve present forestry 
practices? If so, what obstacles must be overcome? 


Present and Potential Contributions 
of Forests to the Economy 


The trend of land use in Connecticut continues to- 
ward a greater proportion of forest land. Forests will 
probably occupy about two-thirds of the state’s total 
land area indefinitely. Spatially, at least, forestry thus 
becomes a land use of major proportions. How impor- 
tant economically is this land use now, and potentially 
in the future? The importance of the forest industries 
reached its peak in Connecticut in 1909 when the lumber 
cut totaled nearly 170 million board feet. In 1946 it was 
30 million — 16 board feet per acre. Even if this were 
high-grade lumber, which it is not, and it were fully re- 
manufactured within the state into furniture, flooring, 
or other products bringing maximum prices, which it 
also is not, it could add nine million dollars to the 
state’s income at the most. 

Connecticut’s woodlands have been so badly overcut 
and mismanaged, and have been so heavily damaged 
by fire and other destructive agents, that the existing 
growing stock is severely deficient. The state’s wood- 
lands in their present condition can produce no more 
than a small quantity of inferior, small-sized sawlogs 
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and other primary wood products annually. This situa- 
tion is man-made because the natural elements are 
favorable to the growing of high-grade timber products 
in Connecticut. 

If all the forest lands were managed in compliance 
with reasonably good forestry standards, they could, 
according to the state’s forestry department, develop 
an ability to produce, on a permanent basis, 400 million 
board feet of lumber and 600,000 cords of wood annu- 
ally with a primary market value of at least $33 million 
at present prices. If local industries remanufactured the 
lumber and wood into furniture, flooring, paper and 
other finished forest products, they probably could at 
least double this figure. 


Connecticut's Public Forestry Program 

Awareness of the low productivity of Connecticut's 
woodlands resulted in the establishment, a half century 
ago, of the state’s public forestry program. As it has 
evolved, its major features comprise a state forestry 
department, organized forest fire protection (and pro- 
tection against insects and tree diseases), and the sys- 
tem of state forests which now number 26 with about 
120,000 acres. 

The success of the forest fire protection program has 
been spectacular. It has reduced the average area of 
forest land burned annually from more than 40,000 
acres (two per cent of the total) in the 1910-1919 decade 
to less than 6,000 acres (0.3 per cent) in the 1940-1949 
decade. This has been achieved in the face of an up- 
ward trend in the number of fires as an accompanying 
chart shows. Except for the chestnut blight, there have 
been no important epidemic tree diseases affecting forest 
species. Organized effort holds the white pine blister 
rust within bounds. Attacks by insect pests have been 
sufficiently well controlled to forestall serious conse- 
quences in all but a few cases. The climatic hazard 
(wind, ice-storms, etc.) is probably no greater in Con- 
necticut than it is in many other parts of the nation 
where forests prosper. 

The practical business experience of Connecticut 
forest owners with commercial forestry does not en- 
courage them to look upon it as a promising under- 
taking. They receive low prices for the small and in- 
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ferior material they have for sale. The common practices 
of high-grading and clear-cutting give unfavorable 
(though false) impressions of the earning capacity of 
forest land. Lack of adequate and dependable markets 
is a natural accompaniment of the dearth, unreliability, 
and low quality of the products of the woodlands. 

The situation has evolved into a vicious circle that 
must somehow be cut through. Various suggestions 
have been made for accomplishing this objective, and 
some progress has been made. Connwood, a cooperative 
forest-products marketing organization, helps woodland 
owners with their marketing problems. The marketing 
of products from improvement cuttings and thinnings, 
needed for the rebuilding of the growing stock and for 
increasing and improving the yield, is nevertheless still 
a major problem. New industries which are able to 
utilize these products are needed. Pulp mills, hardboard 
plants, and other types of manufacturing which frag- 
mentize the wood, as well as chemical and new mechan- 
ical adaptations have been suggested. 

Even with adequate markets, a time period of 25 to 
75 years will be required to bring the woodlands up to 
their potential productivity under reasonably good 
forest management practices. Meanwhile, as long as 
established legal provisions apply, woodlands will be 
subject to annual property taxes. 

During past years the property tax in Connecticut 
has evolved into the main source of revenue of the local 
political units. Forest property values, land and tree 
growth together, were assessed on 99.7 per cent of the 
private woodlands for annual property-tax purposes in 
1945. The woodland tax is the greatest single economic 
influence on the future prospects of commercial forestry 
in the state. For this reason, the remainder of this 
article discusses the effect of the property tax on the 
profitability of timber growing in Connecticut. 


The Effect of the Property Tax 


Previous issues of the Monthly Review have had 
articles on, or referring to, the effect of the annual 
property tax on forest management.? The existence of 
cross-purposes between the usual administration of the 
property tax and the long-range management of wood- 
land properties for timber production has long been 
recognized, not only in New England but also in most 
of the other states. Connecticut is no exception. 

The growing of hardwood timber is not an attractive 
financial venture under present average forest condi- 
tions in Connecticut, because, according to Mr. Zum- 
walt’s thesis, property taxes are too high in 95 per cent 
of the towns. Even if the stands were capable of yielding 
the annual return possible under intensive manage- 
ment, the present taxes would still be too high in 41 per 
cent of the towns. Other types of enterprise offer more 
favorable ratios between income and taxes. 

While pine management offers greater returns than 
for hardwoods, but under present white pine stand con- 
ditions the taxes are too high in 65 per cent of the towns. 
Under intensive management, they would still be exces- 
sive in 10 per cent of the towns. Conversion of the 
forests to pine could be achieved only after many years. 
[t is probably not economically feasible. 


3 Monthly Review, Federal Reserve Bank of Boston, September, 1948, 
and January, June, and August, 1949. 
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Why does this adverse tax situation exist? What cir- 
cumstances underlie it and what are the implications 
for tax policy? Connecticut offered some advantages for 
study of these questions, because, in contrast to many 
taxing practices, tax listings customarily separate land 
values from other realty values and segregate forest 
lands from other types of land. The most common 
practice is to break forest lands down into two main 
subdivisions — woodland and sproutland. The towns, 
nevertheless, do not compile and maintain records show- 
ing woodland tax data separately. Obtaining data for 
this study involved collecting figures from the towns 
on special questionnaire forms. Usable responses were 
received from 134 (79 per cent) of the 169 towns and 
cities in the state. The personal-contact: method was 
used in 34 towns. Data from the other 100 were received 
by mail. Responding towns were distributed well enough 
over the state for sampling purposes. 

Connecticut law establishes the principle that assess- 
ment for property-tax purposes shall represent ‘the 
present true and actual value (which) shall be deemed 
... to be the fair market value thereof. .. .”’ In practice, 
this is interpreted as requiring the assessment of timber 
and other tree growth on woodlands at a value indi- 
cated by the price it would bring in a sale made by a 
willing seller to a willing buyer, and not its value at a 
forced or auction sale. Under the practice commonly 
interpreted as complying with legal requirements, stand- 
ing timber of merchantable or smaller size is thus taxed 
year after year regardless of whether it has contributed 
to the owner’s income. 

Some towns observe the principle of full fair-market 
value in assessing property for tax purposes. Others set 
the assessed value at a fraction of the fair market 
value. The assessors’ estimated percentage of assessed 
valuation to fair market value is referred to as the 
assessment ratio. The average land-assessment ratio 
for the whole state was 78 per cent in 1947. It varied 
from 20 to 100 per cent in the individual towns. 

The assessment ratio tells only part of the story of 
assessment for tax purposes. The decisions of the asses- 
sors in determining the fair market value, and other 
considerations play their parts. The average assessed 
value of all the woodland in the state in 1950 was $42 
per acre. Woodland and sproutland values ran between 
$5 and $830 in the towns.‘ 

Property-tax rates are set in Connecticut, rather 
uniquely, by the voters in the towns. In 1950 the aver- 
age tax rate was 26.3 mills, varying between 12 mills 
and 50 mills. Combined with assessed values, they pro- 
duced levies against woodland in the state varying be- 
tween nine cents and $22.62 per acre that year. Levies 
against sproutland ran between eight cents and $22.62. 
The weighted average woodland tax was $1.14 per acre; 
that for sproutland was 94 cents. 

An accompanying chart shows that the average land 
tax in Windham County has more than doubled since 
1907. Shown because it has the highest proportion of 
forest land, this county demonstrates the familiar up- 
ward trend in taxes. In five of the eight counties the 
average tax rate has increased at a more rapid rate. 

How important is the tax income from forest land? 

4 The high figures come from Fairfield County where values for real-estate 


development are dominant. The high values in Hartford and New Haven Coun- 
ties also run to three figures. 
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With recognition that it may be important in some 
individual towns, it nevertheless makes a small contri- 
bution to the state’s total tax income. Forest land values 
were only 1.6 per cent of the grand list value of the 
whole state in 1949, The maximum county value was 
3.6 per cent. The minimum was 0.4 per cent. The com- 
plete loss of all tax revenue from the forests would be 
somewhat less than a tragedy at the state level. 

If, as it appears, the total annual tax revenue from 
forest properties in Connecticut currently amounts to 
around $1.9 million, there is doubt that income from 
forest’ properties is sufficient to meet this expense. 
What is known about stumpage sales (sales of standing 
timber) indicates that they fall short of providing the 
required tax money by more than one million dollars in 
an average year. This million dollars comes out of other 
income the owners receive. Under present forestry prac- 
tices, furthermore, some of the receipts from stumpage 
sales are not true income but represent a further decline 
in the existing forest capital. 


Role of Tax Reform 

The ideal future possibility is, as has been said, gross 
primary wood products sales of $33 million per year in 
Connecticut. This is something for the remote future. 
As has also been said, the study shows that present-day 
property taxes are too high for profitable commercial 
growing of hardwood timber in 41 per cent of the towns 
even when intensive forest management has raised the 
output to such a level. Profits, probably in some cases 
substantial, will be realized in the other 59 per cent of 
the towns when that Utopia arrives. 

The prospects of the arrival of that Utopia do not 
look rosy at the present time. In fact, they appear 
darker every year as steps toward it continue to be in- 
adequate and the condition of the forest stands con- 
tinues to deteriorate. There are numerous contributing 
factors in a complex relationship, but it is clear that the 
present method of collecting property taxes is one of 
the most important. Past efforts at forest tax reform 
have met with inconsequential success. Cutting the 
vicious circle and setting the stage for better forestry 
management may well involve, as a first step, some 
sort of truly effective forest tax reform in Connecticut. 
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Member Bank Profits Fail to Rise in 1951 


ALTHOUGH new records were established for both total 
and net current earnings by all New England member 
banks in 1951, net profits declined to $32.5 million — or 
to five per cent below their level in 1950. This change 
occurred against a background of peak loans, deposits, 
and rising interest rates. The larger banks in the region 
generally reported increases in net profits for 1951, 
while the smaller banks showed varying results. Boston 
banks as a group reported an eight per cent increase in 
net profits contrasted with a drop of 14 per cent at 
banks outside Boston. 

Heavy taxes and larger net adjustment for losses and 
transfers to reserves limited increases or were influences 
which drew down net profits. For the region as a whole, 
net profits on an annual basis were about 5.5 per cent 
of total capital accounts, a slightly lower rate than was 
earned in 1950. 

The earnings and expense pattern set in 1950 ex- 
tended through 1951. Current operating earnings 
amounted to $186 million. an amount 11] per cent higher 
than that reported last year. Interest on loans con- 
stituted the major part of the increase in current 
operating earnings and comprised half of their total. 
Larger average loan outstandings at higher rates almost 
restored this traditional source of earnings to its prewar 
position of relative importance. Earnings on U. S. securi- 
ties were off about ten per cent for the year, although 
average rates of return were higher and holdings prac- 
tically unchanged from the year end. The decrease re- 
flects in part the write-off of premiums on U. S. securities 
against income received and lower average holdings 
during a good part of the year. Increases in other earn- 
ings, however, more than offset this decline. 

Current expenses of New England banks advanced to 
$119.3 million — a level about eight per cent over ex- 
penses in 1950. Salary and wage outlays advanced some 
nine per cent. This increase arose not only from salary 
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ts in Th ds of Dollars) 
Boston Other First District Banks 
% Change % Change 
Year 1951 from Year 1951 from 
ae See eae... 
Earnings: 
Interest received on 
bonds and stocks... $15,340 —11.1% | $33,580 — 3.2% 
Interest received on 
loans and discounts 34,936 +-33.3 61,201 +15.3 
Service charges on | 
GOERS. 60c.6:0:0:6< 2,125 | + 4.1 8,691 + 3.7 
Trust department.... 7,496 +10.0 7,531 | +163 
All other income.... 8,054 | +23.7 7,475 = GS 
Total earnings ...| $67,951 | +15.5% | $118,478 + 7.5% 
Expenses: | 
Salaries and wages.| $21,431 +12.5% $39,417 | + 8.3% 
Interest paid on time 
ES SE 1,595 | — 27 11,400 | + 1.5 
All other expenses... 16,063 | st: 6.0 om 29,425 _ Lt 8.20 _ 
Total expenses... $39,089 + 9.1% | $80,242 | + 7.2% 
Net current earnings..| $28,862 | +25.6% | $38,236 8.0% 
MRR ib iciwdccas |_ $ 5,476 — +60.9% | $ 6558 | +83.4% 
Profits before income 
SRNR cccccncesccusl $23,386 +-19.5% $31,678 — 0.5% 
Taxes onnet income...) 9,667 _ revs.) \2899 | +280. _ 
RENE cases con $13,719 + 8.4% | $18,779 — 13.6% 
Dividends declared on 
common stock.....+ | $ 8,636 + 8.2% $10,379 — 2.2% 
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raises but also from additions to staff as banks expanded 
operations and services to the region. Other expenses 
contributed to the expansion in about the same propor- 
tion and there were no significant changes in the relative 
importance of expense items. It should be noted, how- 
ever, that other expenses this year would have been 
higher had it not been for the reduction in assessments 
for F.D.1.C. deposit insurance. 

Net operating earnings increased by 15 per cent from 
1950 to 1951 and reached $67.1 million. They again 
represented a larger proportion of total earnings — 
about 36 per cent compared with 34.5 per cent last year. 
Total operating earnings thus rose faster than expenses. 

New England banks had fewer recoveries on assets 
previously written down. Larger losses were taken on 
investment sales during the year, in part a reflection of 
the adjustment to prices below par for U. S. securities 
following the Reserve System-Treasury accord early in 
1951. Heavier charge-offs on loans and transfers to 
valuation reserves made for larger net losses in non- 
operating earnings. 

The substantial increase of 33 per cent in income-tax 
payments was caused in part by higher gross earnings 
but more significantly by increased rates of taxation. 
The ratio of net profits to net current earnings was 48 
per cent in contrast to 59 per cent a year ago. 

Member banks retained about $13.5 million, 42 per 
cent of net profits, to strengthen capital positions. The 
ratio of total assets to total capital remained about the 
same for most banks, although some increased their 
capital accounts through mergers and a few of them 
sold additional shares of stock. Cash dividends increased 
slightly and represented payment of about 3.3 per cent 
on total capital accounts, or the same percentage as 


. last. year. 


Factors Affecting Earnings 

CommerciaL Loans: Developments in business lend- 
ing during the year can conveniently be divided into 
three periods. Through March, business loans rose con- 
traseasonally and increased about 15 per cent, reaching 
a peak for the year of $1.3 billion in early April. From 
\pril until early fall, business loans tended to decline. 
Late in the fall, mild upward seasonal pressures asserted 
themselves and halted the tendency for loans to decline. 
These pressures, however, were far weaker and not so 
widely distributed among borrowers as is generally 
characteristic of the fall period. At the year’s close, 
business loans were slightly below their April peak. 
Banks outside the district’s principal cities, however, re- 
ported a decline of 12 per cent in business borrrowing. 

The impact of the defense program and inflated price 
levels was .reflected in the demand for bank credit. 
Lending volume throughout most of the year after April 
was sustained by increased loans to defense and defense- 
supporting activities, particularly in the durable-goods 
lines. Proceeds were generally used for plant and equip- 
ment and to increase working capital required due to 
high prices and an increased volume of production. 

Increases in loans for defense purposes slightly more 
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than offset decreases in lending for nondefense purposes. 
Trade loans increased only moderately during the fall. 
Repayments by textile, apparel, and leather manufac- 
turers continued to reflect adjustments in inventory. 

The new volume of lending was negotiated at rising 
rates. The average rate on short-term commercial loans 
at Boston banks in December stood at 3.16 per cent 
compared with 3.05 per cent in March and 2.85 per cent 
a year ago. Rates at banks in large cities outside Boston 
also rose. The change in rates reflected a general rise in 
rates on loans of all sizes as supplies of loanable funds 
tightened in response to restrictive credit action by the 
monetary authorities. 

OTHER Loans: The demand for residential real estate 
loans was generally strong throughout the year. The 
amount of these loans was about $356 million at the 
year end — 17 per cent above the level at the end of 
1950. All of the rise in this district, however, was 
accounted for by lenders in areas outside Boston. At 
Boston banks holdings dropped about ten per cent 
during the year, in part because of reductions in hold- 
ings of mortgages under “warehouse’’ agreements with 
insurance companies. 

Demand for real estate credit for new construction 
reflected higher costs which developed during the year, 
and coupled with a high demand for old properties kept 
loans on a high level. Rates on nonfederally aided real 
estate loans were generally firmer. 

Consumer loans failed to advance during 1951 and at 
the close were off slightly from those reported at the 
year end in 1950. 

INvEsTMENTs: The banks’ aggregate holding of in- 
vestments showed little change from the end of 1950 to 
the end of 1951, although there was a smaller volume 
held during most of the year. Banks outside Boston 
shifted from U. S. securities to municipals and other 
securities. In Boston, banks took contrary action and 
substituted U. S. securities for other securities. These 
shifts reflected decisions designed to adjust the banks’ 
positions to the increased attractiveness of particular 
securities. For some banks, state and municipal ob- 
ligations became more attractive. Increased yields and 
the rise in tax rates enhanced the appeal of the tax 
exemption features. 


Developments in Credit Policy 

Credit controls imposed by the monetary authorities 
exercised some measure of restraint on district lending 
activity during 1951. Availability of bank reserves was 
more limited throughout the year than in 1950. The 
increase in legal reserve requirements ordered in Janu- 
ary helped to set a more effective foundation for re- 
duced purchases of U. S. securities by the Reserve 
System following the Treasury-Federal Reserve accord 
on credit control and debt management reached in 
March. Since the accord, prices of U. S. securities have 
not been maintained at fixed levels and many issues 
have gone below par. Lending institutions are now more 
reluctant to sell U. S. securities to replenish reserves. 

The traditional control devices — restrictive open 
market operations, the discount rate, and the selective 
regulations W and X — have been supplemented by 
the work of the Voluntary Credit Restraint Program. 
This program which was implemented by the national 
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(A ts in Th ds of Dollars) 
| Boston | Other First District Banks 
% Change | % Change 
| Dec. 31, from | Dee. 31, from 
|} 1951 Dec. 30, AD 1951 Dec. 30, 
= vo eel _1951 é 1951 
—_ | | 
otal reserves, cash | 
and balances ....| $ 732,598) +13.4% % \$ $ 1,123,067; +17.8% 
Total U. S. securities ..| 856,018! + 2.0 1 ‘71 8,071} — 7 
oo securities..... 1 16, 497| —169 | 361,851 | +15.2 
ommercial and in- 
dustrial loans..... 713,859 14.3 561,919) +11.5 
= estate loons... 85,322 18.6 | 432,926| +188 
ther loans to 
individuals....... | 144,467| — 3.4 | 357,063} + 61 
All other loans...... | __ 73,720) —17.8 | 73,623 — 8.8 
Less reserve for | | i | - 
bad debt losses, | 
P etc.. ert ae cael +16.3% $ saad +21.1% 
otal loans and 
discounts. ..... | 997, 7,969) + 4.9 9 i me 1,402 2,944 ees 1 0.7 
Total loans and 
investments . _ $ 1,940, aaa| + 0.5% $3,482 266) + 5.2% 
All other assets..... | 60. ,603| +21.9 | 46,465) —15.0 
Total assets ..... | $2,763 1685, + 5.2% | $4,652,398) + 7.7%. 
Liabilities: | | 
Demand deposits. . . | | $2,276,855 4.8% % 160, 851) + 8.3% 
Time deposits...... | 184,235) = 1,116, 298! + 7.3 
All other liabilities. . . 63,531| +22.8 29,01 y ~— 74 
Capital accounts...... | $ 239,064, + 9.6% | $ 346, 238| + 5. 8% 





*Less than .05% 





and regional committees formed by the various lending 
groups has provided standards of selectivity related to 
the more essential needs of a defense economy. The 
restraint in the increase of credit supplies which was 
brought about by the change in open market policy 
was more general in its effect this year. It affected the 
entire community of lending institutions. After midyear 
a better relationship between supply and demand for 
funds was achieved and forces which might have stimu- 
lated further inflation and those pressing for downward 
adjustments came into approximate balance. 

Credit developments during 1951 were also in part 
influenced by a change in consumer attitudes. Both 
business and the general public adopted calmer atti- 
tudes. Ample supplies of goods in many lines and con- 
tainment of the Korean war helped make for the psycho- 
logical change. Higher tax rates took a greater share of 
income, and the rate of saving increased. Reflecting 
these developments, the privately held money supply 
in New England was used less actively during the latter 
part of 1951 than in the earlier periods. 

Business during the first half of 1952 is expected to 
continue on a generally high level and lending for 
defense and essential civilian needs will probably cause 
further increases in business loans. Lending on real 
estate may level off or decline from the present volume. 
At the year end there was some indication that housing 
demand at present prices might be approaching satura- 
tion in a few scattered areas. The fixed VA and FHA 
rates have made the market for government-aided 
mortgages heavy. 

The outlook for bank earnings in 1952 continues to be 
reasonably favorable, although the world atmosphere 
suggests protracted tension and it appears likely that 
the domestic economy will be faced with continuation 
of controls and the potential danger of further inflation. 
The costs of conducting bank business will probably be 
higher, and tax accruals will be heavy. These unfavor- 
able factors, however, may be offset by increased inter- 
est rates on a larger volume of loans. 
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Member Bank Profits Fail to Rise in 1951 


ALTHOUGH new records were established for both total 
and net current earnings by all New England member 
banks in 1951, net profits declined to $32.5 million — or 
to five per cent below their level in 1950. This change 
occurred against a background of peak loans, deposits, 
and rising interest rates. The larger banks in the region 
generally reported increases in net profits for 1951, 
while the smaller banks showed varying results. Boston 
banks as a group reported an eight per cent increase in 
net profits contrasted with a drop of 14 per cent at 
banks outside Boston. 

Heavy taxes and larger net adjustment for losses and 
transfers to reserves limited increases or were influences 
which drew down net profits. For the region as a whole, 
net profits on an annual basis were about 5.5 per cent 
of total capital accounts, a slightly lower rate than was 
earned in 1950. 

The earnings and expense pattern set in 1950 ex- 
tended through 1951. Current operating earnings 
amounted to $186 million. an amount 11] per cent higher 
than that reported last year. Interest on loans con- 
stituted the major part of the increase in current 
operating earnings and comprised half of their total. 
Larger average loan outstandings at higher rates almost 
restored this traditional source of earnings to its prewar 
position of relative importance. Earnings on U. S. securi- 
ties were off about ten per cent for the year, although 
average rates of return were higher and holdings prac- 
tically unchanged from the year end. The decrease re- 
flects in part the write-off of premiums on U.S. securities 
against income received and lower av erage holdings 
during a good part of the year. Increases in other earn- 
ings, however, more than offset this decline. 

Current expenses of New England banks advanced to 
$119.3 million — a level about eight per cent over ex- 
penses in 1950. Salary and wage outlays advanced some 
nine per cent. This increase arose not only from salary 
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ts in Th ds of Dollars) 
Boston Other First District Banks 
% Change % Change 
Year 1951 from Year 1951 from 
Yeor Ago Yeor Ago _ 
Earnings: 
Interest received on 
bonds and stocks..' $15,340 —11.1% $33,580 — 3.2% 
Interest received on 
loans and discounts 34,936 + 33.3 61,201 +15.3 
Service charges on | 
PME sessicass 2,125 | + 4.1 8691 | + 37 
Trust department.... 7,496 | +10.0 7,531 +163 
All other income.... 8,054 _ | _+23.7 7,475 —_ 15 _ 
Total earnings ...| $67,951 +15.5% | $118,478 + 7.5% 
Expenses: | 
Salaries and wages.| $21,431 +-12.5% $39,417 | + 8.3% 
Interest paid on time | 
deposits......... 1,595 | — 27 11,400 | + 1.5 
All other expenses... 16,063 | + 60 __ 29,425 _ + 82 
Total expenses... $39,089 | + 9.1% | $80,242 - 7.2% 
Net current earnings..| $28,862 | +25.6% $38,236 + 8.0% 
Net losses. ...+++.+0. |_$ 5,476 | +60.9% |_$ 6558 | +83.4% 
Profits before income : 

PEE $23,386 +19.5% $31,678 — 0.5% 
Taxes onnet income...) 9,667 _ +39.7 12,899 | +280 — 
See $13,719 + 8.4% | $18,779 — 13.6% 
Dividends declared on : 

common stock. ....+ | $ 8,636 + 8.2% | $10,379 — 2.2% 
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raises but also from additions to staff as banks expanded 
operations and services to the region. Other expenses 
contributed to the expansion in about the same propor- 
tion and there were no significant changes in the relative 
importance of expense items. It should be noted, how- 
ever, that other expenses this year would have been 
higher had it not been for the reduction in assessments 
for F.D.1.C. deposit insurance. 

Net operating earnings increased by 15 per cent from 
1950 to 1951 and reached $67.1 million. They again 
represented a larger proportion of total earnings - 
about 36 per cent compared with 34.5 per cent last year. 
Total operating earnings thus rose faster than expenses. 

New England banks had fewer recoveries on assets 
previously written down. Larger losses were taken on 
investment sales during the year, in part a reflection of 
the adjustment to prices below par for U. S. securities 
following the Reserve System-Treasury accord early in 
1951. Heavier charge-offs on loans and transfers to 
valuation reserves made for larger net losses in non- 
operating earnings. 

The substantial increase of 33 per cent in income-tax 
payments was caused in part by higher gross earnings 
but more significantly by increased rates of taxation. 
The ratio of net profits to net current earnings was 48 
per cent in contrast to 59 per cent a year ago. 

Member banks retained about $13.5 million, 42 per 
cent of net profits, to strengthen capital positions. The 
ratio of total assets to total capital remained about the 
same for most banks, although some increased their 
capital accounts through mergers and a few of them 
sold additional shares of stock. Cash dividends increased 
slightly and represented payment of about 3.3 per cent 
on total capital accounts, or the same percentage as 
last year. 


Factors Affecting Earnings 

ComMercIAL Loans: Developments in business lend- 
ing during the year can conveniently be divided into 
three periods. Through March, business loans rose con- 
traseasonally and increased about 15 per cent, reaching 
a peak for the year of $1.3 billion in early April. From 
April until early fall, business loans tended to decline. 
Late in the fall, mild upward seasonal pressures asserted 
themselves and halted the tendency for loans to decline. 
These pressures, however, were far weaker and not so 
widely distributed among borrowers as is generally 
characteristic of the fall period. At the year’s close, 
business loans were slightly below their April peak. 
Banks outside the district’s principal cities, however, re- 
ported a decline of 12 per cent in business borrrowing. 

The impact of the defense program and inflated price 
levels was reflected in the demand for bank credit. 
Lending volume throughout most of the year after April 
was sustained by increased loans to defense and defense- 
supporting activities, particularly in the durable-goods 
lines. Proceeds were generally used for plant and equip- 
ment and to increase working capital required due to 
high prices and an increased volume of production. 

Increases in loans for defense purposes slightly more 
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than offset decreases in lending for nondefense purposes. 
Trade loans increased only moderately during the fall. 
Repayments by textile, apparel, and leather manufac- 
turers continued to reflect adjustments in inventory. 

The new volume of lending was negotiated at rising 
rates. The average rate on short-term commercial loans 
at Boston banks in December stood at 3.16 per cent 
compared with 3.05 per cent in March and 2.85 per cent 
a year ago. Rates at banks in large cities outside Boston 
also rose. The change in rates reflected a general rise in 
rates on loans of all sizes as supplies of loanable funds 
tightened in response to restrictive credit action by the 
monetary authorities. 

OTHER Loans: The demand for residential real estate 
loans was generally strong throughout the year. The 
amount of these loans was about $356 million at the 
year end — 17 per cent above the level at the end of 
1950. All of the rise in this district, however, was 
accounted for by lenders in areas outside Boston. At 
Boston banks holdings dropped about ten per cent 
during the year, in part because of reductions in hold- 
ings of mortgages under “warehouse” agreements with 
insurance companies. 

Demand for real estate credit for new construction 
reflected higher costs which developed during the year, 
and coupled with a high demand for old properties kept 
loans on a high level. Rates on nonfederally aided real 
estate loans were generally firmer. 

Consumer loans failed to advance during 1951 and at 
the close were off slightly from those reported at the 
year end in 1950. 

INVESTMENTs: The banks’ aggregate holding of in- 
vestments showed little change from the end of 1950 to 
the end of 1951, although there was a smaller volume 
held during most of the year. Banks outside Boston 
shifted from U. S. securities to municipals and other 
securities. In Boston, banks took contrary action and 
substituted U. S. securities for other securities. These 
shifts reflected deeisions designed to adjust the banks’ 
positions to the increased attractiveness of particular 
securities. For some banks, state and municipal ob- 
ligations became more attractive. Increased yields and 
the rise in tax rates enhanced the appeal of the tax 
exemption features. 


Developments in Credit Policy 

Credit controls imposed by the monetary authorities 
exercised some measure of restraint on district lending 
activity during 1951. Availability of bank reserves was 
more limited throughout the year than in 1950. The 
increase in legal reserve requirements ordered in Janu- 
ary helped to set a more effective foundation for re- 
duced purchases of U. S. securities by the Reserve 
System following the Treasury-Federal Reserve accord 
on credit control and debt management reached in 
March. Since the accord, prices of U. S. securities have 
not been maintained at fixed levels and many issues 
have gone below par. Lending institutions are now more 
reluctant to sell U. S. securities to replenish reserves. 

The traditional control devices — restrictive open 
market operations, the discount rate, and the selective 
regulations W and X — have been supplemented by 
the work of the Voluntary Credit Restraint Program. 
This program which was implemented by the national 
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(A ts in Th ds of Dollars) 
| Boston | Other First District Banks 
% Change | | J Change 
| Dec. 31, from | Dee. 31, from 
1951 Dec. 30, | 1951 Dec. 30, 
—— ote oie 1951 _1951 
Assets: | 
Total reserves, cash | | 
and balances ... | $ 732,598) +13.4% $ 1,123,067; +17.8% 
Total U.S. securities... 856,018] + 2.0 1,718,071} — 7 
Other securities..... 116,497; —169 361,851 +15.2 
Commercial and in- | | 
dustrial loans..... 713,859} +143 | 561,919) 411.5 
_ estate loons... aie —18.6 | preset! +18.8 
ther loans to 
individuals....... | 144,467} — 3.4 | 357,063} + 6.1 
All other loans...... | _ 73,720) —17.8 | 73,623) — 88 
Less reserve for | | | 
bad debt losses,| | 
AGlasece cicisccel 19,399, +16.3% | $ 22,587; +21.1% 
Total loans and | 
discounts...... | 997,969} + 4.9 | 1,402,944) +107 
Total loans and | ae Memes, a aa 
investments . . | $ 1,940,484) + 0.5% | $3,482,866) + 5.2% 
All other assets..... | 60,603) +21.9 | 46,465) —15.0 
Total assets ..... 1$ 2,763,685, + 5.2% | $4,652,398) + 7.7% 
! 
Liabilities: | | 
Demand deposits...) $2,276,855 + 4.8% | $3,160,851] + 8.3% 
Time deposits...... | 184,235 + * | 1,116,298] + 7.3 
All other liabilities... 63,531| +228 | ° 29,011) ~ 7.4 
Capital accounts...... | $ 239,064 + 9.6% | $ 346,238| +- 5.8% 





*Less than .05% 





and regional committees formed by the various lending 
groups has provided standards of selectivity related to 
the more essential needs of a defense economy. The 
restraint in the increase of credit supplies which was 
brought about by the change in open market policy 
was more general in its effect this year. It affected the 
entire community of lending institutions. After midyear 
a better relationship between supply and demand for 
funds was achieved and forces which might have stimu- 
lated further inflation and those pressing for downward 
adjustments came into approximate balance. 

Credit developments during 1951 were also in part 
influenced by a change in consumer attitudes. Both 
business and the general public adopted calmer atti- 
tudes. Ample supplies of goods in many lines and con- 
tainment of the Korean war helped make for the psycho- 
logical change. Higher tax rates took a greater share of 
income, and the rate of saving increased. Reflecting 
these developments, the privately held money supply 
in New England was used less actively during the latter 
part of 1951 than in the earlier periods. 

Business during the first half of 1952 is expected to 
continue on a generally high level and lending for 
defense and essential civilian needs will probably cause 
further increases in business loans. Lending on real 
estate may level off or decline from the present volume. 
At the year end there was some indication that housing 
demand at present prices might be approaching satura- 
tion in a few scattered areas. The fixed VA and FHA 
rates have made the market for government-aided 
mortgages heavy. 

The outlook for bank earnings in 1952 continues to be 
reasonably favorable, although the world atmosphere 
suggests protracted tension and it appears likely that 
the domestic economy will be faced with continuation 
of controls and the potential danger of further inflation. 
The costs of conducting bank business will probably be 
higher, and tax accruals will be heavy. These unfavor- 
able factors, however, may be offset by increased inter- 
est rates on a larger volume of loans. 
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Mortgage Holdings of New England Lenders 


One of the by-products of Regulation X has been the 
assembly of more precise data on the amount and type 
of mortgages held and serviced by various lenders 
domiciled in New England. Heretofore, comprehensive 
data in the field of real estate credit have been relatively 
sparse, and the rapid growth of mortgage debt in the 
postwar period has increased the need for detail. 

Under the provisions of Regulation X, all lenders 
extending credit (1) three or more times or (2) in an 
aggregate volume exceeding $50,000 a year were re- 
quired to register with the Federal Reserve bank in their 
district. The registration statement required lenders to 
set forth the amount of different types of mortgages 
held on May 31, 1951, together with the amounts of 
mortgages they were servicing for others. The figures 
represent mortgages held by institutions located within the 
district, regardless of the location of property securing 
the debt, and do not necessarily represent mortgage in- 
debtedness in the region. 

In New England, 2,344 individuals or corporations or 
other business firms indicated that they either owned 
or serviced mortgages. In the middle of 1951 these 
registrants held about $7.1 billion in mortgages for 
their own account and serviced an additional $235 
million for others. The amount of mortgages held and 
serviced is slightly larger at the current date, but the 
general make-up of portfolios among lending groups and 
within lending institutions is probably about the same 
as on May 31,1951. As shown in the accompanying table, 
646 (28 per cent) of the registrants did not hold any 
mortgages for their own account. Many in this group, 
however, held relatively small amounts of mortgages 
which they serviced for others. 

New England registrants owning mortgages on their 
own account held roughly nine per cent of the $79 billion 
total of mortgages reported for the United States as a 
whole. This is a larger share than can be explained on 
the basis of population or income and reflects the im- 


portance of Boston, Hartford and other New England 
cities as national centers for insurance company and 
savings bank mortgage money. 


Postwar Rise in Mortgage Lending 


Mortgage loans on residential properties predominate 
in the portfolios of district lenders and account for 73 
per cent of total mortgage holdings. In this group the 
conventional or nonfederally aided mortgage is still 
the most important type held. About 22 per cent of the 
mortgage total represents loans on commercial proper- 
ties and only five per cent loans on farms. 

As might be expected, the high proportion of residen- 
tial debt held reflects the intense activity in the resi- 
dential construction field during the postwar period. 
The large proportions of FHA and VA mortgages held 
by some lenders reflect the credit advanced on resi- 
dential building under federally aided building pro- 
grams. Over the postwar period as a whole, about two- 
thirds of the credit extended for the purchase of new 
houses and about one-third for old houses in the nation 
has been under the insurance and guarantee programs 
of the FHA and VA. These proportions of federally 
aided credit, however, were somewhat smaller in 1951. 
Approximately this same lending pattern was followed 
by New England lenders. 

The relatively small part of the mortgage total repre- 
senting loans on commercial properties, when viewed 
against the high rate of activity in commercial construc- 
tion, reflects use by business of other sources of funds 
to carry out their programs and also the development 
of new forms of financing — like sale and lease-back 
arrangements. These arrangements provided substi- 
tutes in many instances for mortgage credit. Farmers 
apparently also used alternative sources of funds to 
complete their construction programs. 

The greater part of present mortgage holdings repre- 
sent additions to portfolio made during the postwar 
period. Throughout this period the loans 
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made to finance new construction and on 
the security of existing structures both for 
purchase and for other purposes was con- 





Number of Registrants 


Mortgages 
| (In Thousands of Dollars) 


siderably larger than the amount of pre- 
viously contracted debt repaid. Gross lend- 











Holding : - Pe . a s 
on eee | Mortgages | ing on residential properties in the nation 
| ‘or wn ene 
| Without | Account Held | Serviced rose from an average of about $800 million 
rat | ee | toe —— | .. per month in 1946 to an average of about 
aa rr + aa’ ly cae 1 ee $1.5 billion per month in the last half of 
ommercial Banks........ ' | . e ‘ 
Trust Departments of | 1950. In 1951 the rate was about $1.3 
Commercial Banks...... 49 0 49 23,344 | 4,491 sms Trt< ane ot < ; 
PR ey noe or 332 332 | 21291027 | 5496 ~_ Dillion per month. Potal loans outstanding 
Savings & Loan Associations | on one- to four-family houses now stand at 
and Cooperative Banks. . 322 3 319 | «1,166,443 | 13,260 sl one Sees as ene 
life Insurance Companies. . 27 2 25 3,013,180 | 6,500 about $53 billion in contrast to $19 billion 
ales Finance Companies. . 12 4 8 339 8 at the 1 of 1945 
Small Loan Companies. . . . 96 8) 15 | 1,222 | 0 al the end of 170. 
Mortgage Companies. .... 36 1 35 6,786 6,973 This high rate of real estate lending with 
Mortgage Brokers........ 64 30 34 7,565 68,115 seg meagan oy al stat I nding 
Real Estate Brokers....... 509 306 203 4.553 | 55.615 its inflationary implications in the con- 
BES Caine sienissine 4 ; é 
eda 4 . 7 | “oe “9¢ struction industry and related markets 
Schools, ef€...0..0.sse00e 22 0 22 9,796 | 0 made necessary the restrictive measures 
Investors.......ss000000- 105 2 103 10,252 201 aa wii ee eee 
TiMMORES < cccceoseasence 12 0 1 1.910 321 of the monetary and other authorities to 
900s 0060600 eee 4 . ° eye e 
All others 192 2 7 31,870 54.496 ~~ direct resources from civilian construction 
UM ap hah cs cuuu ae 2,344 513 | 1,831 | $7,078,298 | $235,365 to defense activities. 
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On the basis of dollar value, three groups of lenders 
life insurance companies, mutual savings banks, and 
savings and loan associations and cooperative banks 
held about 90 per cent of the total mortgage outstand- 
ings of registrants. The insurance companies led the 
field, reporting 43 per cent of the total. They were fol- 
lowed by the mutual savings banks with 30 per cent, 
and the savings and loan associations with 16 per cent. 
Commercial banks, while an important source of mort- 
gage funds, reported less than ten per cent of the total 
volume. The remainder of mortgage holdings repre- 
sented for the most part holdings of trust departments 
of banks, mortgage companies, brokers and investors. 
The traditional Boston real estate trust and individual 
trustees, contrary to the impression of many observers, 
held a very small part of total mortgages. Mortgage 
companies and brokers in New England are primarily 
active in servicing loans held for the account of others. 
In some instances they operate as dealers and market 
the mortgages which they have made both with their 
own funds and those borrowed from commercial banks. 

About one-quarter of the registrants held no loans 
for their own account — primarily the real estate 
brokers, builders and developers — although they were 
the most numerous type of registrant. Their function 
is mainly one of providing service, bringing lender and 
borrower together. 

The typical lender is a small financing institution 
holding on the average about $1 million of mortgages 
for its own account. At the other extreme are some 11 
lenders whose holdings average over $100 million each. 
In total the 11 largest lenders account for about 40 per 
cent of the mortgage total reported for the district 
as a whole. 

The mortgage holdings of the commercial banks 
show the least concentration in the hands of large 
lenders while the insurance companies show the 
heaviest in the large lenders. The largest commercial 
banks have engaged relatively little in permanent 
financing of residential property. The lower proportion 
of time deposits held by this group, to which mortgage 
lending is related, in part accounts for this circum- 
stance. These banks have tended to specialize in con- 
struction loans on larger projects which will be turned 
over to other lenders at completion for permanent 
financing arrangements. 

Holdings of mortgages by the savings and loan 
associations and cooperative banks are somewhat more 


concentrated in the larger institutions than in the 
case of the commercial banks. Concentration in the 
larger mutual savings banks is moderately less than in 
the case of the insurance companies. 

As would be expected, lending institutions (other 
than commercial banks) located in the larger metro- 
politan areas of the district hold the largest proportion 
of the district’s total mortgage volume. 

Generally, the commercial banks, the savings and 
loan associations and cooperative banks, and the smaller 
mutual savings banks lend only in their immediate 
geographic area. In contrast, the large insurance com- 
panies and the largest mutual savings banks carry on 
lending operations which are national in scope. 

Real estate mortgages possess some individuality as 
regards maturity, interest rate, and rights of the parties. 
The law of real property is involved, and state statutes 
as well as local legal practice differ considerably. Thus 
real estate finance tends to become essentially a local 
business or at least to require close local supervision 
through correspondents or servicing agents. In general, 
real estate lending has made slow progress toward con- 
centration and the large number of lenders has not de- 
creased because of integration. The Federal Home Loan 
Bank System, however, has contributed much to mar- 
ket organization since the 1930's. 

Because of the number and variety of lending institu- 
tions domiciled in New England, many of which partici- 
pate to only a limited extent in bond and other invest- 
ment markets, the supply of funds for regional mort- 
gages is somewhat insulated from rapid changes in 
market conditions and interest rate patterns. Nor is 
the market particularly sensitive to the change in 
policy of a particular lending group. The existence of 
the insurance companies and larger mutual savings 
banks, however, provides a competitive area in the 
regional market and serves to improve the terms and 
increase the quantity of credit available locally, thus 
making the New England market different from some 
of the others. 


Types of Mortgages Held 


Lenders hold three types of residential mortgages — 
conventional, FHA insured, and VA guaranteed. Sharp 
differences in the relative importance of the several 
types exist in most institutions, partly because of port- 
folio policy and partly because of differences in statutes 
regulating lending activity. Size and location of the 
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(A ts in Th 


ds of Dollars) 





Volume of Mortgages Life Insurance | Mutual Savings 





Commercial Banks 


Savings & Loan 








Held for Companies anks (including Trust Associations and All Other Total 
Own Account : oo __ Departments) Cooperative Banks | _—ilenders {| 
ee ar ee | Number Amount | Number | Amount |Number! Amount | Number| Amount | Number} Amount | Number Amount 
$25,000 & Over..... 11 |$2,980,482| 12 | $521,991| 3 | $139,106 | 4 | $163,683 0 0} 30 | $3,805,262 
$10,000 to $25,000.. 2 24,139 | 44 674,652 | 5 1676 | 17 269,193 0 0 68 1,033,660 
$5,000 to $10,000... 0 0 70 466,199 | 9 56,746 41 286,907 0 0 120 809,852 
$1,000 to $5,000.... | 2 7,371 | 170 446,127 | 157 322,872 167 400,876 15 | $30,708 511 1,207,954 
$500 to $1,000...... 0 0 19 | 15,144 88 63,945 46 35,140 19 12,419 172 126,648 
$100 to $500....... 5 1,100 15 | 4,813 | 144 40,524 38 10,183 115 22,951 317 79,571 
Under $100......... 4 | 88 | 2 | 101 83 | 3,269 6 461 385 11,432 480 15,351 
No holdings for own | | | | 
ACR 's: «cle: cie'ssiss = 0 | o | o{ 21 | 0 | 3 | 0}; 619 | 0| 646 ty) 
een — —— [EE ae | —__ — es ee | ———_ | —__—__—— 
WONG intern nnae 27 | $3,013,180 332 |$2,129,027 | 510 | $692,138 | 322 |$1,166,443 | 1,153 | $77,510 | 2,344 | $7,078,298 
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lender against this background also help to account 
for differences. 

The mutual savings banks and the insurance com- 
panies have acquired substantial amounts of federally 
aided loans. Insurance company holdings of FHA and 
VA loans amount to as much as 130 per cent of their 
conventional residential mortgages, while those of the 
savings banks approach 70 per cent. Investment opera- 
tions of the larger institutions in these groups are large 
scale and consequently the uniform standards and pro- 
cedures provided by the FHA and VA, whereby the 
quality of the mortgage credit can be certified, have 
particular appeal since the lenders are usually located 
some distance from the borrowers. Unless held in 
volume, however, with advantageous servicing arrange- 
ments, the average home mortgage, even if insured or 
guaranteed by the Government, is too small to warrant 
the expense involved in supervision from a distance. 

Insurance companies are significant holders of mort- 
gages on commercial properties, carrying about five 
times or more the amount of any other lending group. 
Mortgages on commercial properties held by this group 
of lenders amounted to $1 billion — 70 per cent of the 
total held by all lenders in the region. Insurance com- 
panies again are the only group to report appreciable 
holdings of farm mortgages — $295 million — about 
86 per cent of the total. Commercial banks and mutual 
savings banks held relatively small amounts of farm 
mortgages and these were chiefly local. 

Mutual savings banks and savings and loan associa- 
tions and cooperative banks specialize in making resi- 
dential loans. Residential loans amount to 98 per cent 
of the holdings of the associations and co-operative 
banks and 87 per cent of those of the savings banks. 
One half of the residential portfolio of the savings banks 
is of the conventional type, and the associations and 
cooperatives carry two-thirds of theirs in this form. 
While the associations and cooperatives hold few FHA 
loans, they have offered strong competition for VA loans 
and currently hold more loans of this type than any 
other investor except the savings banks. Overall, the 
commercial bank lending pattern falls in between the 
insurance companies and the mutual savings banks. 

Only small amounts of mortgages are being serviced 
for others by New England lenders or other agents. 
Mortgages serviced amounted to only $235 million, 
which is less than four per cent of the total of mortgages 
held for own account. This situation contrasts sharply 
with that in districts which include the South, South- 
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west, and Far West where mortgages serviced for others 
range from 38 to 78 per cent of the amount held by 
lending institutions for their own account. New Eng- 
land, like the New York and Philadelphia lending 
areas, possesses surplus funds in relation to demand and 
of necessity exports funds to those areas where oppor- 
tunities for profitable investment exceed the region’s 
available funds. 


Importance of Mortgage Credit 


The volume figures shown in the registration state- 
ments for both the nation and New England emphasize 
the large amount of credit required by the construction 
industry and the importance of credit on residential 
properties in relation to total mortgage outstandings. 
These figures emphasize the importance of stability of 
real estate values in connection with the solvency and 
liquidity of lending institutions. It should be noted that 
very high levels of real estate lending in an economy 
which is operating at capacity in many areas has infla- 
tionary effects in several ways. Stimulating and sup- 
porting rapid expansion in real estate transactions and 
in building activity makes possible large rises in values, 
leads to pressures on prices and wages, and may divert 
materials and services from more essential uses. At a 
time when total demands for credit are large in relation 
to the volume of current saving, expansion of lending of 
any type is likely to be inflationary by increasing the 
volume of money. 

It was against this background that Regulation X 
was imposed as part of an anti-inflationary program. 
This regulation, along with the parallel regulations of 
the HHFA covering federally aided loans, was designed 
to cut the demand for credit by requiring borrowers to 
raise a larger proportion of the cost of real estate con- 
struction or purchase out of their own resources and 
pay down the borrowed portion more quickly. 

As the year 1951 closed, the level of mortgage demand 
was still generally high, but the effect of the credit regu- 
lation, uncertainties over materials, NPA orders and 
less ample supplies of mortgage money may bring about 
a lower volume of construction in months to come. 
Changes made in Regulation X and the companion 
HHFA regulations during the summer may force a 
larger volume of building into the price class below 
$12,000. The proportion of credit in the form of con- 
ventional mortgages may rise because of the increased 
spread which has developed between them and fixed- 
rate VA and FHA mortgages. 





PRINCIPAL TYPES OF MORTGAGES HELD BY LENDER GROUPS IN FEDERAL RESERVE DISTRICT I1— MAY 31, 


(In Thousands of Dollars and Percent to Group Totals) 





Mutual Savings | 
Type of _ Banks 


Mortgage 


___ Companies 


J to 


| Life Insurance 
a 
| 
| Total _ 


~ %to_ 


i Amount | Be | Amount _ 





Residential Property: | 
FHA Insured 
V. A. Guaranteed 281,690 516,817 24.3 | 
Not Insured... 


'$ 656,718 | 21.8% ls sisi | 


709,122 | 
$1,647,530 | 


235 | 
54.7% 


1,108,901 | 


$1,859,646 | : 


19,038 | 0.9% | 
"250,343 | 117 
$269,381 | 12.6% 
$2,129,027 | 100.0% 


52.1 
87.4% | 


322 691 





\$ 295,907 9.8% |$ 
1,069,743 35.5 


$1,365,650 | 45.3% 
$3,013,180 | 100.0% 


Commercial Banks* 
(Incl. Trust Depts.) 


‘a Amount is 


11.0% | s, 63,637 
4,683 


$491,011 | 
$ 24,921 | 

176.206 | 
$201,127 | 
$692,138 | 100.0% 


Associations and | 


| Savings & Loan | 
Cooperative Banks 


All Other 


J to 
__Total _ 


Total : 


~ Bto | 


__ Total” Amount" Amount _ Amount _ a 


% to 
Total 
3.2% | $ 4909 | 6.3% |$ 


+; 
% \$ - | 996,331 
| 27.4 | 6,226 | 8.0 


1,229,635 | 17.4 
2,985,810 | 42.2 
$5,211,776 | 


9.2% 
15.1 | 
46.6 788,331 | 67.6 73.3 


| _ 56,765 | . 
70.9% |$1,145,689 | 98.2% | $67,900 87.6% 





3.6% 's 


7 804 
25.5 


1.0% 
8,806 | 


11.4 


| 
2,424 | $ 343,094 
| 


12% | $ 
18,330 


% to 
Total 


14.0% 
42:2 
73.6% 


4.9% 
1,523,428 21.5 





29.1% |$ 20,754 = $9,610 | 12.4% |$1,866,522 


~~ 26.4% 











$1,166,443 | 100.0% | $77,510 | 100.0% |$7,078,298 
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*Excludes liens on real or other property held under corporate trusteeship as security for bond issues. 


FEBRUARY 


1952 





100.0% 





ta 


